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APARTMENT BONDS RISING RAPIDLY 


HE index on Apartment Bond Prices, given in table form and charted below, 

attempts to measure prices since 1931. It was found impossible to carry 

the index back further as in most cases, prior to 1931, the market for 
real estate bonds was artificially supported by the underwriting house re- 
gardless of the condition of the individual property. The declines in all is- 
sues came at the time when the underwriters stopped supporting the market. 


The 25 issues selected for this index cover properties in 14. cities. 
These particular issues were selected because they are sufficiently active to 
secure regular quotations. [Issues with complicated reorganization plans have 
been avoided. 


Apartment bonds have increased by 64 per cent since the war started in 
Europe. During the past year they have increased 14.7 per cent. They are now 
281 per cent above the low of 1933. 


These rises in apartment bond prices have been made in spite of rent 
control. In a free market the rise would have been much greater. 


INDEX OF APARTMENT BOND PRICES 













































































































1931 | 1932 | 1933 | 1934 1935 193! [ 1937 1938 | 1939 | 1940 | 1941 | 1942 | 1943 | 1944 | 1945 
1172.0} 28.0] 19.8 | 23.1 | 31.7 | 4 4 | 47.8 | 40.2 | 40.2 | 40.6 | 39.8 | 41.5 | 42.5 | 51.9 | 59.6 
2169.1 26.3 18.6 | 24.0 | 32.7 6 | 47.8} 40.2 | 40.2 | 41.0 | 39.8 | 41.5 | 43.1 | 53.0 | 60.8 
3/66.3 | 26.8] 18.0 | 26.1 | 33.7 .O| 47.8 | 39.4 | 40.2 | 41.0 | 40.0 | 41.5 | 43.6 | 53.5 | 62.0 
4 63.6 24.7 17.6 26.9 | 35 4) 47.8 | 39.4 | 40.2 | 41.0 | 40.8 | 41.5 | 44.9 | 54.0 | 62.0 
5150.2 | 22.2 | 16.0 | 26.2 | 36. | 47.8 39.4 | 40.2 | 39.4 40.8 41.5 | 46.2 | 54.0 62.6 
6 54. 20.0] 19.6 | 29.0 | 38.7 | .9 | 39.4 |] 41.0 | 37.6 | 41.2 | 41.5 | 46.2 | 55.1 | 62.6 
7|50.1 | 20.0] 20.0 | 29.0 | 39. | 46.9 | 39.4 141.0] 38.2 | 41.2 | 41.5 | 47.4 | 56.3 | 64.5 
8}45.6 | 20.6 | 20.2 | 29.0 | 40.6 | 6} 46.4 | 39.4 | 41.0 |] 39.8 | 41.4 | 41.5 | 48.4 | 56.3 | 64.5 
9}41.5 | 22.0 20.8 29.0 | 41.0 | 45.5] 44.5 | 39.4 | 41.4 | 39.8 | 41.4 | 41.5 | 48.4 | 56.5 | 65.1 

10|}36.5 | 22.0] 20.8 | 29.3 | 41.0 | 46.4 | 43.2) 40.2 | 41.0] 39.8 | 41.4 | 41.7 | 50.4 | 56.8 | 65.8 
11/32.1 | 21.7 | 21.6 | 29.9 | 41.0 | 46.4 | 40.6 | 40.6 | 41.0 | 39.8 | 41.8 | 40.5 | 50.9 | 56.8 | 65.8 
12|29.2 | 20.8 | 22.0 | 31.4 | 41.4 | 4 ; | 40.6 | 40.2 | 41.0 | 39.8 | 40.5 | 42.5 | 50.9 | 58.5 | 67.1 
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REAL ESTATE ACTIVITY HIGHEST SINCE 1889 ? 


HE chart on pages 347 and 348 shows that for the month of November real 

estate activity as shown on the long chart has reached a point 67 per 

cent above the long-term computed normal. If the statistical technique 
in computing the normal is correct, this is the highest point reached by real 
estate activity since 1889. 


The height of this rise, however, brings into question the correctness of 
the computed normal at the present time. Every chart which attempts to show 
periods of booms and depressions must compute a "normal" above and below which 
the fluctuations occur, For many types of economic data a normal will divide 
the data into active and inactive periods, with a relatively short and gener- 
ally rather irregular cycle. Real estate in the past has been distinguished 
by the regularity of its fluctuations and by the extreme length of the period 
between the tops of booms and bottoms of depressions. 


How can a normal for a long series of economic data be computed and what 
is done to the original figures in the process? 


Figures on most of the principal metropolitan areas of the United States 
are secured by our office each month and these figures undergo two initial ad- 
justments. First, voluntary transfers of real estate are related to the num- 
ber of families in the area. Were this not done, the line showing real estate 

(cont. on page 346) 





(cont. from page 337) 

It will be noticed on this chart that the cost of living has now advanced 
to a point 18 per cent above the eighteen-year average, while rents at the 
present time are 15.0 below the eighteen-year average. It will also be no- 
ticed that rents have made relatively little advance from their low in compar- 
ison with a rather large increase in the cost of living during the past ten 
years. During the last three and a half years rents have shown little rise, 
while the cost of living has risen by a very sizable percentage. 


It should also be remembered that the cost of living figures include 
rents. If rents were excluded from these figures, the cost of living on all 
items other than rents would show an advance much greater than that shown on 
this chart. The date and figures on the chart right below the name of the 
city indicate the month in which rents were frozen and the level at the 
freezing date. 


A still more significant chart, not available, however,by cities, is the 
chart on the purchasing power of wages and rents over this same period, This 
chart is shown at the bottom of the first page of this report. This chart 
shows that the average employed person is now earning a sufficient amount in 
dollars to provide a standard of living approximately 42 per cent higher than 
he enjoyed before the war, while on the other hand the average owner of real 
estate is receiving in rent an amount sufficient only to provide 72.4 per 
cent of the purchasing power which this same owner enjoyed during the average 
of the eighteen-year base period. In other words, at the present time the pur- 
chasing power of wages is up more than 42 per cent, while the purchasing power 
of rent is down more than 27 per cent. Under these circumstances it seems 
rather difficult to understand why the Federal government should wield a club 
over the property owner to force the owner to rent housing accommodations 15 
per cent below the average rents in the eighteen-year base period. 
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DWELLING UNITS CONSTRUCTED IN 48 STATES % 


HE number of new famil lations built in all nonfarm communities of 

the 48 States and t1 f Columbia is shown in the table below. by 

Cumulative totals an nt} noving totals are shown in blue for * b 
1942 and 1944 and in red for 43 and 45, ft 





THOUSANDS OF UNITS 


v 4 JIN T y. | 
i942 1943 1944 1945 1943 944 1945 4% 1943 344 1945 emo 

§ 

JA NUARY 1445 450 173. «7.7 45.0 3 7.7 108.5 807.1 3223 159.4 4 
FEBRUARY St3 40.1 ; 8.5 85.1 10 8 16.2 7\€ 4959 295.7 1544 
MARCH 527 33.0 HM ia: .2 118.1 48.9 29.4 108.6 476.2 280 8 149.5 

APRIL 597 26.7 4.3 20.5 144.8 63: 499 693 | 443.2 268.4 [5.7 ; 

MAY 606 336 6! 19.4 3 B 178.4 197 69.3 6830 416.2 251.3 158.6 : 

JUNE 463 218 75 204 200.2 972 89.7 652 391.7 2470 161.5 : 

JULY 267 242 145 233 224.4 > 113.0 6042 389.2 2373 #21703 i 

AUGUST 275 276 i128 202 , 2520 545 133.2 5619 389.3. 2225 177.7 H 

SEPTEMBER 404 243 113 220 2763 1358 155.2 5353 373.2 209: 188.4 5 
OCTOBER 322 ©6281 08 298 4319 3044 j466 185.0 51:3 369.1 i922 207.4 

NOVEMBER 34 26! 6 31.2 330.5 582 2162 4951 3648 1777 227.0 ; 

DECEMBER 343 195 108 4966 3500 169.0 4966 350.0 1690 : 

120; _ 4 


vs WHOLESALE BUILDING MATERIAL PRICES 
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THE RELATIONSHIP OF REAL ESTATE RENT 
TO BUSINESS VOLUME 


appraisal process is greatly simplified when the actual rent measures 


d 


7 


111 usefulness of the real property or when the rental value can be 
nated with reasonable accuracy. This is the case especially with 

properties such as retail merchandising types, service establishments 
A! ther types of an enterprise nature. 


to the twenties there was little accomplished in determining any 

At shiy of real estate rent to the volume of business which could be 

itably done for different types of commercial use and for different types 
handise. Then both the landlord and the tenant agreed upon the rent to 
aid for a specific location, often for many years in the future, after 
rrling and clashing of viewpoints. The attitudes of lessor and lessee 
pl1ly in sharp conflict because the former attempts to obtain the 

a € argest et income with the least amount of risk while the latter seeks the 

GC i rable arrangement at the least cost to him, 

-vident that the highest rental value and therefore the value of 
retail location depends upon the most intensive use of that lo- 
most intensive use of a retail outlet occurs only when there is a 

of he several favorable factors which create its highest use. 

rable factors an be classified as follows: l. the tenant is a 
experienced merchant, possessing financial responsibility and an 
good will; 2. the space is physically suited in size and layout 

sed use; 3. the merchandise or services sold are the most logi- 


+ 


Lams 


i, quality and price class in view of the purchasing power directly 
t the location; and 4, the tenant will advertise to the extent 
arginal utility of the location warrants. 


a1 | f these favorable factors are present a maximum volume of busi- 

be done at a particular location commensurate with the economic con- 
ting at the time If any of these factors is absent then less 

4 | aximum volume ‘an be expected. There are many leases in existence 
a f the favorable factors are present; at the same time, 

many others in which one or more factors are absent. It will be no- 


the volume of business resulting from the favorable factors as de- 


pends primarily on tenant selection. There are other influences 





Hq a< ial ¢ {nr > jean - > > ’ 4 
t business ylume which are independent of tenant selection. 
~T ? 4 >") n fa] ( | > " lx had . > . 7 ’ al " lz 
wing influences directly affect the purchasing power accessible 
4 (* c ty ? } $ ¢ y . YY " 13 va! vy + 2 1 4 P 
ti i” yhanges in purchasing power caused by trends or shifts 


1 . & 7 | »+ je f’ >ly | ’ 2 > ? jacTre > 7 1} oy f° 
ality of business activity definitely increase or decrease jOolume of 
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business, depending on whether the movement is toward or away from the specif- 
ic location under consideration. This is a graduai though definite movement 
which in a decade may change the entire nature of merchandising in the dis- 
trict. 2. Changes in purchasing power caused by changing general economic 
sonditions increase or decrease business volume although the locational advan- 
tages and logical tenancy of the retail outlet remain unchanged. 


Before the advent of measuring rent from business volume by the percent- 
age lease, these expected changes in business volume from changes in purchas- 
ing power were the cause of much haggling over the length of the lease and its 
terms. Both landlord and tenant sought to secure in the lease those times, 
terms and conditions which appeared to their advantage. The time of making the 


lease was then quite important. The so-called step-up lease was a popular 
type for a long-term lease although a step-down lease in many instances would 
have been a more equitable arrangement. However, we have found no records of 


any step-down leases being made. 


During the past twenty years, especially, the percentage lease has become 
increasingly popular; it is an outstanding improvement over the old type fixed 
sum rent lease or the step-up rent lease. The percentage lease permits longer 
term leases and provides a more equitable agreement between landlord and ten- 
ant. While the percentage lease does not remove the care required in the ten- 
ant selection which will create the maximum of business as described above, 
i s provide for automatic adjustments in rent for changes caused by shifts 
dusiness activity and for changes in purchasing power caused by changing 
ic conditions. 


If the interests of landlord and tenant are analyzed we find that the 
rmer's interests consist solely of the capacity for use comprising the 
physical property and its location with accessibility to potential purchasing 


wer. This capacity has no value in itself. It is only when a suitable 
ssee is secured who can use the capacity that value is created. The extent 
to which the lessee uses the capacity of the lessor determines the rental val- 


b 
of the property. It is always the lessor's responsibility to make the fi- 


nal selection of the lessee, This selection may not create the most inten- 
use of the location and the period of the lease may be too long. Natur- 
f y, in such a case any penalty which accompanies a selection of an illogical 
33ee accrues to the lessor, For these reasons we do not believe in a mini- 
rent that is above the economic rent based upon a percentage of volume of 


ness at any time, especially in a period of depression, At a time of eco- 
iistress it is highly unfair to expect the lessee to carry the real es- 

tate by an excessive minimum rent. Likewise, we do not believe the lessor 
uld be limited by a maximum rent from enjoying the full rent in times of 
at business activity. 


A commercial lease is a mutual undertaking and both lessor and lessee are 
endent upon each other for its success. The lessor's interests are not so 
portant that he should be given any advantage over the lessee; if a prefer- 
ence should be made, which is considered doubtful, it should be given to the 
lessee who creates the value of the location through use, in spite of the fact 
that the lessor may have made large expenditures of capital and labor in ac- 
jyuiring the land and constructing the improvements. s stated in several pre- 
ous bulletins it is not the cost of creating capacity which determines value 
but the use of the capacity. 








The measurement of 
lease is a relatively modern 


t f commercial properties by the percentage 
it. During the past twenty years it has 


rYN er 


become increasingly important all urban centers throughout the country be- 
cause it is based upon sound mic principles. The National Association of 
Real Estate Boards has assem valuable data from member Realtors who are 
experienced in this impor field of the real estate business, and has 
classified and published the 9 r many types of businesses for the benefit 
of all who can use them to advantage. The chart on page 2 has been prepared 


from these published reports 


from other sources deemed reliable. 


It will be noticed fron hart that the published data are very in- 
definite although many explanatory notes are included. At first glance the 
spread in rates seems quite reasonable and it would almost appear that there 


is little economic relations 
more important reasons for 

1. The tenant 
chasing power. e. 
tailing or assumed 
see instead of the 
mark-up of different types 
a single composite rate. 4 
ices are included in the re 
other instances the tenant 
pair, taxes, etc, 


selecti 
The leas 


the pos l [ 


Whenever volume of busi 
the location to purchasing 
to secure its business, suc! 
rect mail and catalogs in 
between rent and business 
The same principle is invol 
metropolitan centers design 


them have little locational a 


the city-wide appeal and g 
tional and newspaper adverti 
applicable and any return fr 
the enterprise (see Appraisal 


ata 


the appral 


Percentage lease d 
practice includes 
ties of an enterprise 
estimate of rental value i 

process and the percentage 

appraiser in such estimates. 
retail operations; he 
volume relationship for any 


actual rents are the result 


professions 


type whe 


must pe 


rent and business volume. Some of the 


onable spread in rates are: 
was improper and unsuited to the passing pur- 
agent lacked a comprehensive knowledge of re- 
f an advocate for either the lessor or les- 


status of a specialist. 3. 
sold require split rates instead of 
vases differences in the amount of 
t, such as heating, water and other services; in 

, in addition to the rent, maintenance 


The quality and 
serv- 


and re=- 


is not dependent upon the accessibility of 

9 the tenant must depend upon other mediums 
A ling salesmen in wholesale houses or di- 
houses, then there is no relationship 

and a percentage lease becomes meaningless 
large retail outlets in the environs of all 
imarily for the automobile shopper. Most of 
are and volume of business done depends on 
the tenant and upon extensive institu- 
3uch cases the percentage lease is not 


advertising should be credited to 


f' vital importance to the appraiser 
2) f' commercial properties and of 


measured by a volume of 


ther pr 


2a r r) =| c ne 
‘ g business. The 


the most essential factor in the appraisal 
becomes one of the guides which assist the 
appraiser must have a thorough knowledge of 


etent to estimate an economically sound rent 
and also must be able to judge whether 


rarily favorable or unfavorable lease. 
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A. B. KISSACK, M.j.l. 
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AVERAGE PUBLIC DEBT PER FAMILY 


mber 1937 we issued our first bulletin on the average local public 

bt per family for each city with more than 100,000 population in 1930, 
ince then we have brought that study up to date, charting city by city and 
ear from 1909 the average public debt per family exclusive of Federal 

tate debt. The figures charted cover local funded fixed debt minus sink- 


assets. They do not include special assessment indebtedness. They 

slude debt incurred by the municipal government for general government prop- 
z police and fire departments, sewers, highways, hospitals, schools and 
braries, parks and playgrounds, and all other purposes except when covered 


rt-term loans, which are to be amortized by special assessments. 


[The 94 charts on the following pages are all drawn exactly to the same 
‘ [It will be noticed that each chart contains a red line in addition to 
ine which shows the experience of the particular city. The red line is 
same n all charts and shows the typical public debt in the principal cit- 


United States. By typical public debt we mean an amount in dollars 

ear which is exceeded that year by as many cities as are below it. 

will be noticed that this typical local debt per family has been declining 

nerally since 1932, the period in which the national debt has been soaring 
mical levels. 


averages for all cities are given below: 


1932 - $474 1935 - $434 1938 - $388 1941 - $343 
33 - 472 1936 - 432 1939 - 356 1942 - 30! 
- 1937 - 406 1940 - 353 1943 - 309 
[The map to the ‘ight shows the 
ee ee ee i. gat si ve STATE AND LOCAL DEBT PER FAMILY 
A Ze tate and local net long- - 1942 


lebt per family by States. The 


res on which this map is based 
recently made available through 
nt!) decennial Census of Gov- 
ents. All local units of gov- 


ment are covered, including coun- 
gs, cities, townships, school dis- 





3 
and special districts. New 
rk State showed the highest com- 
State and local debt per fami- 
, $1228, Kansas with $124 ranked 
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The preliminary figure for November on real estate 

REAL ESTATE ACTIVITY activity in urban areas of the United States 
shows it to have been 67.0 per cent above’ the 

ng-term computed normal. This is a tremendous jump over the October figure 

Ff 5 per cent and it compares with 48.2 per cent in November 1944 and 28.6 
per cent in November 1943. 


Without relationship to the long-term trend real estate transfers, how- 
ever, are not quite so numerous in relationship to the number of families in 
urban areas as they were in 1923 and 1925. In November they were running 6 
per cent above the 1926 level. In 1923 transfers reached a peak of 11 per 

ent above, and in 1925 they reached a peak of 12 per cent above. 


Even should a price ceiling be placed on real estate it will not decrease 
markedly the amount of real estate activity during 1946. 


The number of new family units built per year per 

<ESIDENTIAL BUILDING thousand families in nonfarm areas of the United 

States in November was at a level of 7.4. This is 

light increase over the preceding months as is shown on the following ta- 
[These figures have been corrected for seasonal fluctuation. 


January ... 5. 5. if October ... 6.8 
February .. ‘ tanceeoe De ee . November .. 7,4 
March : 

These figures compare with a high of 34 new family dwelling units per 
thousand families in 1925. It will be a number of years before we can hope to 
reach that high a level again, in spite of the accumulated demand, 


Our index on the cost of building the standard 
BUILDING COSTS six-room frame residence in St. Louis in December 
was $9,423. This is an increase of 60 per cent 
the cost of $5,894 at the time the war started in Europe, or an increase 
per cent above the cost of $4,480 at the bottom of the depression in 


Foreclosures are now running 4.7 per hundred 

FORECLOSURES thousand families. This does not represent any 
great change over the level which has been main- 

ned during all of 1944 and 1945, Over this period foreclosures in rela- 
onship to families have been lower than they have been in any period as far 
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back as records go. Until foreclosures start to increase and real estate ac- 
tivity starts to decrease, there is no particular danger in holding real es- 
tate acquired during the depression period. Generally foreclosures will in- 
crease for a year or two and ‘tivity will decrease for about that long a pe- 
riod before any appreciable change takes place in values in a declining mar- 
ket. 


Mortgage activity during November was 16.1 per 

REAL ESTATE MORTGAGES ‘ent below the long-term computed normal. This is 

tl highest point reached in mortgage activity 

since 1930. During the peak of > twenties when a great deal of mortgage ac- 

tivity was taking place on large buildings mortgage activity reached a peak 
77 per cent above the long-term computed normal. 


> Bureau of Labor Statistics index on wholesale 
GENERAL PRICE LEVEL prices has continued upward slowly, reaching a 
peak in November of 6.3 per cent above the 1926 
level. General prices will climb during 1946. 

Business activity is still dropping. It is now 
BUSINESS ACTIVITY less than 9 per cent above the long-term computed 
normal in contrast with a high in October 1943 of 
more than 40 per cent and a low in 1932 of 49.2 per cent below. The low point 
in business activity will probably be reached this spring or early summer, de- 

pending on how rapidly present labor troubles can be solved, 


It seems entirely possible that the prices of com- 

STOCK PRICES mon stocks will go considerably above their pres- 

ent level. Unless the administration attempts to 

talk down the market, it seems that there is relatively little chance of a 

major collapse from the present level in the near future, with the possibility 

that the Dow-Jones industrial average will reach 250 against a present level 

of about 191. There is a strong probability, however, that the administration 

will attempt to stop the rise by some sort of public warning and at the pres- 

ent level this might bring about a sizable but relatively temporary retreat. 

Our attitude on the market is bullish for the long term, but cautious for the 
immediate future, 


The chart in the center spread of this report 

RENT, WAGES, AND THE shows rent, wages, and the cost of living in the 

COST OF LIVING United States from 1913 to the present. Rent and 

other cost of living figures used in this chart 

are computed from the indexes of the United States Bureau of Labor Statistics. 

In place of using a single year, however, as a base we have used an eighteen- 

year period, 1921-1938, as equalling 100. This eighteen-year period is the 

same length as the average length of the real estate cycle. It also includes 

the same number of good and bad years. Statistically, a base period covering 
an entire cycle is far more reliable than a single year. 


This chart shows that rents are 14.6 per cent below the eighteen-year 
average, while all other items of the cost of living are above the eighteen- 
year average. Household furnishings have had the largest percentage increase, 
now being 43.0 per cent above the eighteen-year average. 


Rent control was inaugurated and is being held to protect labor. Wages, 


however, are 69.0 per cent above the eighteen-year average. 
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